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April 25, 1994

Mr. William F. Caton

Acting Secretary

Federal Communications Commission
1919 M Street N.W., Room 222
Washington, D.C. 20554

Dear Mr. Caton:

Pursuant to 47 CFR Section 1.1206(a), Southwestern Bell

Telephone Company (SWBT) submits the following in response to the

’/ February 24, 1994, ex parte presentation of AT&T to the Common
Carrier Bureau. Six copies (two per each of the captioned dockets)
are being submitted to the Secretary of the Federal Communications

Commission in accordance with the Commission’s rules.

Oon November 24, 1993, AT&T filed a Petition for
Rulemaking regarding the allocation of Universal Service Fund (USF)
costs among interexchange carriers (IXCs). Specifically, AT&T’s
petition proposed "that each IXC’s USF payment be calculated on the
basis of that carrier’s relative share of total IXC gross revenues
for the preceding calendar year. Implementation of such a mechanism

will promote the public interest."l

1 In the Matter of MTS and WATS Market Structure and

endme f Part 36 of the Commission’ es and Establishment




AT&T has now changed its position, however, as evidenced
by its February 24, 1994, ex parte meeting with the Common Carrier
Bureau. AT&T now suggests that USF costs be allocated not only to
IXCs but also to local exchange carriers (LECs).

AT&T’s ex parte material c¢laims that the use of
presubscribed lines (PSLs) to allocate USF costs is inappropriate
and that a new allocation method is necessary. AT&T suggests that
the use of revenues is a more equitable allocator, and that now is
the time to change the method used to allocate USF costs.

AT&T also states: "All parties who have weighed in on
the Universal Service debate in general advocate a competitively
neutral recovery mechanism."? AT&T claims that a competitively
neutral mechanism already exists--the method used for allocation of
Telecommunications Relay Services (TRS) costs. Southwestern Bell
Telephone Company (SWBT) strongly disagrees that this method should
now be used to allocate the USF.

By FCC Order, TRS costs are spread among all providers of
interstate telecommunications services based on each carrier’s
relative share of total interstate revenues. SWBT does not believe
that this method is appropriate to allocate TRS costs, much less
USF costs. On April 15, 1993, Southwestern Bell Corporation (SBC)
filed comments in CC Docket No. 90-571, stating that the only LEC

interstate revenues used to calculate TRS costs should be

of a Joint Board, CC Docket Nos. 78-72 and 80-286, Petition of
American Telephone and Telegraph Company for Rulemaking (November
24, 1993).

2 1d., AT&T Ex-Parte, filed February 24, 1994.
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interstate intralATA Message Telephone Service (MTS). However, the
method adopted by the Commission also included interstate access
charge revenues. SBC also filed a Petition For Reconsideration
(PFR) of the Commission’s Order in CC Docket 90-571, reiterating
that the only LEC interstate revenues used to calculate TRS costs
should be interstate intraLATA MTS.

AT&T’s proposal to allocate USF contributions according
to the present TRS allocation scheme would effectively establish a
tax on LEC access services as inputs to IXCs’ production of retail
long distance service. Such a tax on an input to a production
process establishes incentives for the producers (the IXCs) to
substitute inputs which are not taxed for those which are. 1In this
case, AT&T’s proposal would strengthen the incentives for IXCs to
deploy their own transmission facilities (vertically integrate
their production processes) to avoid paying the tax on LEC-supplied
access services. A tax on selected inputs to production processes
can distort the efficient use of resources to produce consumer
goods and services. Indeed, LEC access services may be a more
efficient way to connect end users to IXCs’ networks than IXC
construction projects. However, IXCs can be expected to incur the
capital investment necessary to vertically integrate their
operations if the price of LEC-supplied access service is increased
sufficiently. Such LEC access charge increases could result from
requiring LECs to increase their revenue streams in order to meet

USF and any other additional support payment obligations. This
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places LECs at an obvious competitive disadvantage, because it
represents a double counting of revenues.

USF costs are currently allocated among all IXCs that use
LEC switching facilities to provide interstate services and have at
least .05 percent of the total PSLs to IXCs.3 Each IXC’s portion
of the total USF is equal to its portion of total PSLs. While SWBT
understands AT&T’s desire to create a more equitable method for
funding the USF among IXCs, SWBT does not support AT&T’s proposal
that USF funding be allocated in the same manner as TRS costs.
Such a proposal is not only inconsistent with AT&T’s previously
requested relief but also directly undermines the purpose of the
USF, which is to provide assistance to LECs serving customers in
high cost areas.

Additionally, the concept of utilizing the revenues
obtained from End User Common Line (EUCL) charges and Carrier
Common Line (CCL) charges as part of the base for funding other
support mechanisms is contrary to common sense. Revenues from CCL
charges, for example, clearly an existing support mechanism, should
not be utilized to fund another support mechanism, such as USF.
Utilizing EUCL and CCL revenues (obtained to recover a portion of
common line costs) to support a mechanism (USF) also designed to
recover a portion of those same common line costs makes no sense.
Moreover, though AT&T may argue that it is undesirable to tax IXCs

to support the cost of common lines, it is even less desirable to

3 commission Rule 69.5(4d).
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tax the providers of the investment capital required to deploy
common lines. Clearly, AT&T’s self-serving proposal is designed
solely to reduce its payments to support funds at the expense of
other efficient, logical and equitable funding methods.

If AT&T believes that the use of revenues is a more
equitable allocator, and if the Commission deems a change is
necessary, then only IXC revenues should be used to allocate USF
costs. LECs should not be assessed any portion of USF costs. To
do so would require LECs to serve high cost customers and also be
assessed a portion of the fund designed to reduce the high costs.
Such an approach would not be even remotely "competitively
neutral,"” as AT&T claims.

AT&T’s latest proposal represents a fundamental change
well beyond the scope of the original petition, which sought only
to redefine the method of allocating USF payments among IXCs.
AT&T’s attempt to include LECs in the USF support base is clearly
beyond the scope of any interim change.4

Until a comprehensive examination of all universal
service issues can be initiated, the Commission should consider
only interim changes--measured steps within the bounds of current
support mechanisms, including the bulk billing of Long Term Support

(LTS) to IXCs. AT&T’'s latest proposal represents a significant and

4 araT’s original proposal could be called "interim,"
because it did not undermine or imbalance the overall USF support
mechanism. AT&T’s new proposal would clearly have such effect
and clearly is not "interim." Similarly, LEC proposals to bulk
bill Long Term Support to IXCs are "interim," because only the
form of payments is changed, not the parties making the payments.
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fundamental change that should only be considered in a

comprehensive review of all aspects of the universal service issue.

Sincerely,

(it M Socdees

Karol Sweitzer
Director-Federal Regulatory

CC: S. Tetreault
M. Nadel



CERTIFICATE OF SERVICE

I, Jane A. Flanakin, hereby certify that Southwestern Bell
Telephone Company’s “Ex-Parte in Docket Nos. RM 8408, 78-72, and
80-286"have been served this 25th day of April, 1994 by first class

pre-paid postage to the persons on the attached list.

e Dlenietoon

Jane A. Flanakln

April 25, 1994



Honorable James H. Quello
Chairman

Federal Communications Commission
1919 M Street, N.W.

Room 802, Stop 0106

Washington, D.C. 20554

(2 copies)

Honorable Dennis J. Nagel
Commissioner

Iowa Utilities Board

Lucas State Office Building
Des Moines, IA 50319

(2 copies)

Honorable Sharon L. Nelson
Chairman

Washington Utilities and
Transportation Board
Chandler Plaza building

1300 South Evergreen Park
Drive, S.W. - P.0O. Box 47250
Olympia, WA 98504-7250

(2 copies)

Honorable Ervin S. Duggan
Commissioner

Federal Communications Commission
1919 M Street, N.W.,

Room 832, Stop 0104

Washington, D.C. 20554

(2 Copies)

Sam Loudenslager

Arkansas Public Service Commission
1000 Center Street

P. 0. Box C-400

Honorable Thomas M. Beard
Commissioner

Florida Public Service Commission
101 East Gaines Street

Fletcher Building

Tallahassee, FL 32399-0850

(2 copies)

Honorable Lilo K. Schifter
Commissioner

Maryland Public Service Commission
6 St. Paul Centre

Baltimore, MD 21202

(2 copies)

Honorable Andrew C. Barrett
Commissioner

Federal Communications Commission
1919 M Street, N.W.,

Room 836, Stop 0105

Washington, D.C. 20554

(2 copies)

Ronald Choura

Chairman, Federal-State Joint
Board Staff

Michigan Public Service Commission

6545 Mercantile Way

Lansing, MI 48910

(2 copies)

Dean Evans

California Public Service
Commission

505 Van Ness Avenue




Brenda Buchanan

Florida Public Service Commission
Fletcher Building

101 East Gaines Street
Tallahassee, FL 32399-0850

(2 copies)

sandra Makeeff

Iowa Utilities Board

Lucas State Office Building
Des Moines, IA 50319

(2 copies)

Ann Dean

Maryland Public Service Commission
6 St. Paul Centre

Baltimore, MD 21202-3486

(2 copies)

Michael Gallagher

New Jersey Board of Public Utilities
2 Gateway Center

Newark, N.J. 07102

(2 copies)

Mary Steel

North Carolina Utilities Commission
Box 29510

Raleigh, N.C. 27626-0510

(2 copies)

Elton Calder

Georgia Public Service Commission
162 State Office Building

244 Washington Street, S.W.
Atlanta, GA 30334

(2 copies)

Joel B. Shifman

Main Public Utilities Commission
State House Station #18

Augusta, ME 04333

(2 copies)

Paul Pederson

Missouri Public Service Commission
P. O. Box 360

Jefferson City, MO 65102

(2 copies)

Fred Sistarenik

New York Public Service Comm1551on
3 Empire State Plaza

Albany, N.Y. 12223

(2 copies)

Rowland Curry

Texas Public Utility Commission
7800 Shoal Creek Blvd., Suite 400N
Austin, TX 78757

(2 copies)



Teresa Pitts

washington Utilities and
Transportation Commission
Chandler Plaza Building

1300 South Evergreen Park Dr., S.W.
P. 0. Box 47250

Olympia, WA 98504-7250

(2 copies)

Deborah Dupont

Accounting & Audits Division
Common Carrier Bureau

Federal Communications Commission
2000 L Street, N.W.,

Room 257, Stop 1600E2

Washington, D.C. 20554

(2 copies)

Gary Seigel

Accounting and Audits Division
Common Carrier Bureau

Federal Communications Commission
2000 L Street, N.W. Room 812

Stop Code 1600E5

Washington, D.C. 20554

(2 copies)

Robert Loube

Public Service Commission of
the District of Columbia

450 Fifth St., N.W.

Washington, D.C. 20001

(2 copies)

Patrick A. Lee

Mary McDermott

NYNEX Telephone Companies
120 Bloomingdale Road
White Plains, NY 10605

Jay Atkinson

Chief, Cost Accounting Branch
Accounting & Audits Division
Common Carrier Bureau

Federal Communications Commission
2000 L Street, N.W.,

Room 812, Stop 1600ES5

Washington, D.C. 20554

(2 copies)

Charles W. Needy

Accounting & Audits Division
Common Carrier Bureau

Federal Communications Commission
2000 L Street, N.W.,

Room 257, Stop 1600ES5

Washington, D.C. 20554

(2 copies)

Robert Hall

Accounting and Audits Division
Common Carrier Bureau

Federal Communications Commission
2000 L Street, N.W., Room 812
Stop Code 1600ES

Washington, D.C. 20554

(2 copies)

Charles Gray

National Association of
Regulatory Utility Commissioners
1102 ICC Building

Constitution Ave., & 12th St., N.W
P.O. Box 684

Washington, D.C. 20044

(2 copies)

Michael D. Lowe

Lawrence W. Katz

Bell Atlantic Telephone Cos.
1710 H Street, N.W.
Washington, D.C. 20006



Jay C. Keithley

United Telephone Companies
1850 M Street, N.W.

Suite 1100

Washington, D.C. 20036

Floyd S. Keene

Mark Ortlieb

Ameritech Operating Companies
2000 W. Ameritech Center Drive
Room 4H84

Hoffman Estates, IL 60196-1025

William B. Barfield
Richard M. Sbaratta

BellSouth Telecommunications, Inc.

1155 Peachtree Street, N.E.
Suite 1800
Atlanta, Georgia 30367-6000

Richard McKenna

GTE Service Corporation
P.O. Box 152092

600 Hidden Ridge, E3J36
Irving, Texas 75038

Andrew L. Regitsky
Senior Manager

MCI Telecommunications Corporation

1801 Pennsylvania Avenue, N.W.
Washington, D.C. 20006

Linda Kent

Associate General Counsel
USTA

900 19th Street, N.W.

Suite 800

Washington, D.C. 20006-2105

Betsy S. Granger

James P. Tuthill

PACIFIC BELL/NEVADA BELL

140 New Montgomery Street, Rm. 152
San Francisco, CA 94105

Andrew L. Regitsky

Senior Manager

MCI Telecommunications Corp.
1801 Pennsylvania Avenue, N.W.
Washington, D.C. 20006

Francine J. Berry

R. Steven Davis

American Telephone & Telegraph
295 North Maple Ave., Rm. 324401
Basking Ridge, New Jersey 07920

Paul Rodgers

NARUC

1102 ICC Building

P. O. Box 684
Washington, D.C. 20044



Margot Smiley Humphrey Robert C. Atkinson

Koteen & Naftalin Senior Vice President

Counsel for NRTA Regulatory & External Affairs

1150 Connecticut Avenue, N.W. Teleport Communications Group, Inc
Suite 1000 1 Teleport Drive, Suite 301
washington, D.C. 20036 Staten Island, NY 10311

United States Telephone Association Jerry M. Allen

Anna Lim Director - Revenue Planning
Regulatory Counsel and Pricing

900 19th Street NW, Suite 800 Century Telephone Enterprises, Inc
Washington, DC 20006-2105 100 Century Park Drive

Monroe, Louisiana 71203

Thomas J. Moorman GVNW Management, Inc.
General Counsel 7125 SW Hampton
Regulatory and Industry Affairs Portland, Oregon 97233

John Staurulakis, Inc.
6315 Seabrook Road
Seabrook, Maryland 20706

Kathy L. Shobert Richard A. Askoff
Director, Federal Regulatory Affairs NECA

GENERAL COMMUNICATION, INC. 100 South Jefferson Road
888 16th St. NW Whippany, NJ 07961
Suite 600

Washington, DC 20006

Jeffrey S. Bork Margot Smiley Humphrey

U S West Commmunications, Inc. Koteen & Naftalin

1020 19th Street, N.W. Counsel for The National

Suite 700 Rural Telecom Association

Washington, D.C. 20036 1150 Connecticut Ave., N.W.
Suite 1000

Washington, D.C. 20036




Heather Brunett Gold Gary L. Davis

President Executive Vice President

Association for Local Arkansas Telephone Association
Telecommunications Services 1220 West Sixth Street

1200 19th Street, N.W. Little Rock, Arkansas 72201
Suite 607

washington, D.C. 20036

David Cosson Lisa M. Zaina

National Telephone Cooperative General Counsel
Association OPASTCO

2626 Pennsylvania Avenue 21 Dupont Circle, N.W.

Wwashington, D.C. 20037 Suite 700

Washington, D.C. 20036

f

Michael R. Wack ITS, Inc.

Reed, Smith, Shaw & McClay 1919 M Street, N.W.
Counsel for Virgin Islands Room 246

Telephone Corporation Washington, D.C. 20554

1200 18th Street, N.W.
Washington, D.C. 20036




